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17 APR 1985

Dear Aprlicants

We nave considered yow ,1pp11¢.ation for oxcmptdon under gection 501(e)(9)
of the Internal Revenue Code. . ot
The inforimation oubmitted indicates thzt you are a trust formed to provide
death benefitn for each member. Such death benefits are equal to
times an employee's annual cohmpensation with- a minimum of SHNE 2nd 2 maximim

~r . The truet has purchaced 1life ingurance ‘on the life of each member.

All fuoll-time employees who are [llyearo old and have completed a year of
rervice with the employer, are eligible to participate in the plan., Currently,
vou have il zligible mambers. Thore is one excluded member because osaid member
has not met the eligibility requirement atated in the plan document, i.e.,
conpletion of one year ¢f rervice.

Your members, their corporate title, percentage of ownership and antual
cempen3ation are listed below:
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The information submitted accounts: for Il of the owmrship interest. We

are unable to determine who owns the other 5. According to the information
submitted, only one porson is entitled: to.the maximum SENMEEE policy. The
peroon fo entitled ic NSNS who owns [ll¥ of the stock. A policy
was not enclosed for I, vho:ic.a director, of the organization

and who owns % of the stock. :
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The emplayer reserves the right to amend any provision under the trust at
ony time and to any extent that it may deem advioable without the consent of
any menmber, Tihe employer ronervea the right at any time and in its zole dig-
rretion to terminate Zhe truct or ite participation in the trust.

The trustees of the plan arc NN > < I
Though your information did not 1ndicato, it is assumed that NN

I e cpouses.,

Sect lon )Ol(c)(Q) of the Code providen for- the exemption from federal
income tax of voluntary empleyeca' beneficiary ansociationa (VEBA) providing
for the payment of life, sick, aceident, or other benefite Lo the members of
such association or thei~ dependents or decignated heneficiaries if no® part
of the nct earningo of such acgsociation inures (other than through such pay-
nento) to the benefit of any private shareholder or individual.

Scction 1.501(c)(9)-li(a) of the Income Tax Negulations pravides that
no part of the nec carnings of an employces' aasociation may inure to the
benefit of any private shareholder or individual other than through the payment
of permizsible henefita. VWhether prohibited inurement has ocecurred is a
guestion to be determined with »ogard to all the facts and circunmstances.

Baced on the Information avallable, we conclude that you are not a
voluntary employces' beneficlary association as the term is used in section
501(c)(9) of the Code.

A Section 501(c)(9) VEBA functions primarily as a cooperative device
for pooling funds and dictributing risku over and benefits to a defined group
of employees sharing an cmpIOJment—related common bond, Prohibited inurement
ariger when a VEBA benefiis one or more. individuala other than through the
performance of functions chas dcterintic ‘of an organization 'deacribed in cection
501(¢)(9}). Thus, the. tnuremont prescription would har tax-exempt treatment
of an organization predominantly organized and operated to promote the intercot
of an individual atanding in relat,ionahip to the organization as an investor
for private gain. . -

In your case, NN 2nd BN 2re entitled to Hl% of the benefits
under the plan., In addition, by reason of their ownership and control over
the employer corporation, the above named individuals have ultimate control
over the continued existence of the trust,

Under the circumatances, we believe that I 2nd HEEEEN zin-
tain a pooture that is incompatible with the inurement proscription of gection
1.501(c)(9)~4(a) of the regulations. ‘A limited membership in comdination with
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allocalion of a dominant share of the aggregate benefita to the owner/member
indicates that the VEBA 1o crganized and operated for the benefit of ite owner/
nenber and nobt for any enployee group. The trust would be gsubject to termina-
tien at the disercetion of Luo owner/mewmoer. By controlling the timing of

trust tevminatlion., the oswner/meaher would be able to direct the distribution

of (hic/her) allocnble ahave of the trust assets. Under these circumstancesn,
the VIBEA weuld functlon substantially ao an investment fund for the direct
nepconas and private henefis of itn oWuer/mpmbar. An organization functloning
In thio manner 14 incoxrintcnt with. the exempt purpose of a VEBA of providing
naneflilo to promote the commeon welfare of an aunociatinn of employeea, ac
opposed Lo the welfare of a sifgle omployeo. PN
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Accordingly, based on ail the factr and circumutanéch, we conclude that
your utirunt and plan do not quallfy for recognition of exemption from federal
income Lax ounder scetion 501(¢)(9) of the Code. You are, therefure required
o ftle federal dncome tax reiusni.

You have the rlght to preotest this pruling if you think it is dncorrect.
To protest, you choul.d submlt a otatement of your views with a full explanation
of your reasoning. This r .cemeni, signed by one of your principnl officern,
nmist he oubmlitted in duplicate within 30 days from the date of thin lettier.
You also have a right o a conferonce in thio office after your statement is
submitted.,  You must request the conference, Af you want one, when you file
your protest otatement. I you are Lo be represented by someone who is not
one of your princiral officer, he munt file a proper power of attorney and
stherwiss qualily under the Conference and Practice Requirements.

If we do not hear from you within 36 days, this ruling will become final
and copics will be forwarded to the Digtrict Director, San Francisco, Califernia,
which iz your key district for exempt organization mattern. Theroafter, any
questions involving federal income tax ﬂtutua or the tiling of tax returno
rhould be addressed to that office. e e
Further correspondencc witn respect to thie cane should be sent to the
followling addrens: C e Lo "
|
Internal Revenue Service
1111 Conatitution Ave., N.W.
Washington, DC 20224

Sincerely yourg,
(stgned) NG
|

Chief, Exempt Organizations
Rulings Branch
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